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November 2, 2005

Eileen Tutt '

Specia! Advisor to the Secretary

California Environmental Protectaon Agency
1001 I Street

P.O. Box 2815

Sacramento, CA 95812

etutt@calepa ca.gov

Mr. Michae! Gibbs

- ICF Consulting

- 14724 Ventura Blvd., #1001
Sherman Oaks, CA 91403
mgibbs@icfconsulting.com -

Comments: CalEPA Climate Action Team Cap and Trade Program Des:gn
Optaons Overview, October 24 2005, Request for Commients

Dear Ms Tutt and Mr Gibbs:

BP West Coast Products LLC appreciates the opportunity to comment on the
CalEPA Climate Action Team Cap and Trade Program Design Options Overview,
dated October 24, 2005. Attached is BP West Coast Products LLC résponse to
CalEPAs request for commments. BP West Coast Products LLC is part of BP plc
(BP). BP is the single, globa! brand formed by the combination of the former
British Petroleum, Amoco, ARCO, and Burmah Castrol. BP's major operations in
the United States consist of ol and gas exploration, production, refining,
chemicals, commercial products, gas trading and solar energy. In California BP
has more than 6,000 employees, assets of $3.5 billion and we market gasoline
under the ARCO brand.

Climate change mitigation is a long-term challenge that will require sustained
global action and investment over many decades. For maximum effectiveness,
a cap.and trade program should be implemented with national or broad regional
coverage - enabling the market to take advantage of the value of economy of
scale and overcome some of the complications associated with narrowly
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focussed programs, such as the issue of leakage. If a cap and trade program is
introduced in California, it must be designed to maximize compatibility and
~ linkage with other existing or emerging programs and international regimes.

Please don‘t hesitate to contact me should you have guestions or need
additional information.

Sincerely,

Denise Michelson

cc: [Allan Lloyd, Secretary, CalEPA
Anne Baker, Deputy, Secretary CalEPA .
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‘ ATTACHMENT
BP Response to Section 4. Request for Comment
Cap and Trade Program Design Options Overview
: October 24, 2005

Note: No response to Question 2.

1. If the scope of the emissions cap is defined as in-state electric power generating
facilities without also covering imported electricity in some manner, there will be an
incentive to import more electricity in the future to avoid the emissions cap. Is this
incentive to avoid the cap by importing electricity significant encugh to make this option
(in-state electric power generation oniy) a poor choice?

‘The question above, addressing leakage, is one of the reasons why BP believes it is

necessary to have a broad regional program. BP would encourage California to advocate
for a nationaf or broad regional regime.

3. One approach to defining the scope of the cap and trade program is to include specific
sectors, Key sectors identified to date are: electric power generation; refining; oil and
gas extraction; landfilis, and cement production. Are these sectors good candidates?
what additional should sectors be considered?

The primary selection criteria for including any given sector in a greenhouse gas

reduction effort should include such factors as the sector’s relative contribution to

greanhouse gas emissions, the ability to develop. accurate estimates of sector emissions

and reductions, and the means to accurately measure and verify emissions in the sectar.

 To avoid overly burdensome costs, there must be a realistic threshold whereby small
emissians installations {within a sector) can be excluded.

4, Three approaches for defining the scope of the cap and trade program have been
identified: (1) sectors; (2) fossii fuel stationary combustion sources; and

(3) consumption of all fuels. Which approach is preferred? What factors are important
in making this determination?

The scope of the program should be based on a sector approach, which helps create a
ievel playing field for the included sectors. A combustion-source system could be used
in combination with a sector approach to capture h|gh emlssmns sources (e.g. greater
than 25 MW equivalent) not included in the covered sectors.

5. If multiple sectors are included in the scope, are policies required to accommodate
the differing cost structures of the varying sectors? For example, as regulated entities, .
LSEs have different cost structures than the other sectors.

A key success factor in a cap and trade program is a disparity in marginal costs of
abatement—either between companies or sectors—which leads to a “east cost” solution
for all participants. Accordingly, sector-specific allocations should address other issues
such as sector-specific regulations that will impact trading program effectweness {e.g.
the production of cleaner fuels is more energy and emissions intensive;).

6. If multiple sectors are included in the scope, are policies required to address the wide
variation in the sizes and resources of various entities that would be included in the
program?

Seae response to Question 3 above.



if so, why?

7a) Do you support seIIing a owanc:es't rough an auctlon, an

BP supports a free distribution of all allowances. A, free allowance avolids tying up large
amounts of capital in the initial stages of the'pragram. This capital would be better
spent on emission reduction projects. A free distribution would also ensure that
allowances would go directly to program participants and not to other partles interested
in financial speculation or manipulation of the market. - : :

7b) If aliowances are sold, how shou!d the revenue. be 'usedP L

efﬁcxent to ‘let the market forces rea]locate the funds through the system (l e. applled' to
create ‘GHG reductions), L o

'7 c)If ailowances are allocated what method do you prefer for. making the allocatlon
- {baseline emissions-or output)?

BP believes that wherever possible, and where the lnformatlon is avallable, ailocataon of
. allowances should ldeally be based on a benchmarked output/COZ.emlss;ons process to
r ' H cat terms BP

these program optlons WI" st'lml.'l‘ :e‘ the ma‘ ket and i ncrease trading

PRCL 11[1; a

8) Should allowances be aliocated rone time, ot penodically? What factors arg :mportant
~inamaking:this-determination?: g

$ e

A primary goai of a cap and trade systém is to encourage i At te fadcs
‘emissions.- ‘Accordingly, the allowance allocation period should match ‘the businass .
- investment cycle 4o maximize. certamty A ten-year =allocat|on perlod is recommended
withvannua) allowanceallogations; g :

9) Should the campliance’ ‘péridts (dliring which sufficlerit emission al!owances'must ba
held to cover emissions) be defined as individual years? Alterratively, shouild longer
compliance perlods be considered, such as successive: five year perlods? N 3

Compliance periods during which' sufficiént ermigsion allowahces iust Be teld to cover
emissions should ‘not be deflned as individual years. A multi-year coriprehensive.
compliance period of at least 3 - 5 years should be considered, with allowances for
banking and borrowing between periods.

a
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ou cnluﬁ'ffsets ‘be

cluded in the design o

10a- ) ade program’

Climate change is a global issue and all reductions in GHG should be valued as long as
they are real and sustainable. For some industries and source types, there is no
effective CO; contro! equipment as was available in the Acid Rain and ozone programs.
Unconstrained offset deveiopment can serve as a surrogate to fill the. role of controls.
Offsets may also be a way to use market incentives to engage the non-regulated
community and others to stimulate creative and inventive GHG reductlon opportunities
and lower the overall cost abatement cost of the program.

ecapa

As long as the offsets can be demonstrated to be real and sustainable, with third party
verification, BP believes that there should be no limits on 1) geographic location, 2)
project type, or 3) usage to achieve reduction commitments. For practical reasons,

regulators may need to manage the introduction of some offset credits in the short terrn
to avoid disrupting confidence in the market.

il) Should the cap and trade program be limited to C{SZ ei{;lis-sicns from fossil fuel
combustion? What other gases and emissions sources should be included?

In the Interests of simplicity, only CO; should be inciuded initially. The other Kyoto
GHGs shouid be addressed separately from the cap and trade program, Other programs,
e.g. direct regulation, may be more suitable to control these gases. The appropriateness
of applying emissions trading to each of the Kyoto GHGs needs to be evaluated
separately for each gas. For the more “exotic” gases it is likely that the transaction
costs and complexity associated with their incorporation (i.e. lack of emission calculation

methods, complexity measuring, monitoring and reporting especially fugitive emlssmns)
witl outweigh the benefits, at least initially.

12) Should limits be imposed on how allowances are traded?

There should be no limits imposed on trading of allowances. An unconstrained mafket
will insure emission reductions at the lowest, cost-effective price.

13) Do you have any concerns regardlng banking and borrowmg’-‘

BP supports the use of banking and borrowing in a cap & trade program. Many
regulated sources will have few or limited opportunities to reduce GHG emissions.
Flexible mechanisms like banking and borrowing are two options that can be used-to -
increase the cost-effectiveness of reducing emissions. Banking and borrowing have also
been shown to enhance the environmental performance in the Acid Rain program by
improving fiexibility and the ability tc handle uncertainties.

14) Do you have a preference for which organization is responsible for receiving and
verifying greenhouse emissions reports if they were to become mandatory?

A publicly transparent, independently verified registry of GHG emissions will assist in the
establishment of emissions baselines but also promote public awareness and stimulate
broader private sector participation. Further, we beiieve that standardization of
caicuiation methodolagies and repaorting protocols are crucial in the ability to link state,
national and international registries. The California Climate Action Registry {Registry)
protocols have become widely recognized standards for measuring and certifying GHG
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emlssmns, and are consistent with the WRI/WBCSD protocols used in the EU ETS and
the proposed RGGI system. .BP supports the Registry as the central reposatory for
California GHG emissions.

15) What Opthl‘l(S) do ycu prefer for addressmg«enon compliance wlth the cap'-’

fo[lowmg compliance per:od
16 & 17} What design elements best address En\nronmental Justlce Issues?

':Contmued engagement ‘with thef::' ylronmental 3ust|ce advocates is essentlal as the

Also, 'be ore any program s Uin 7 '
ensure that negative collateral |mpacts o' asr quahty would ‘not resu!t from the GHG
reduction program. b

S ST I
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